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1 . IT IS CERTAINLY POSITIVE AND DESIRABLE THAT GERMANS 
AND OTHER EUROPEANS SHOULD BE INTERESTED IN THE SPANISH 
ECONOMY AND CONCERNED THAT IT BE HEALTHY, POR THERE IS 
INDEED AN IMPORTANT CONNECTION BETWEEN THIS AND THE 
STABILITY AND SUCCESS OP SPANISH DEMOCRACY. THUS MEN LIKE 
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FRIEDRICH AND EHMKE SHOULD BE ENCOURAGED. 

2. AT THE SAME TIME IT WOULD BE USEPUL TO POCUS THEM ON 
WHAT SPAIN'S REAL NEEDS ARE. POR THE PRESENT, SPAIN'S 
GREATEST NEED IS, PIRST, DIRECT INVESTMENT CAPITAL THAT 
WILL CARRY WITH IT MANAGEMENT SKILLS AND TECHNOLOGY. 
GREATER INPUSIONS OP DIRECT INVESTMENT PROM ABROAD WOULD 
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HELP RE-ACTIVATE AND RATIONALIZE THE SPANISH ECONOMY AND 
STRENGTHEN THE PRIVATE SECTOR AT A TIME WHEN, ALTHOUGH THE 
POLITICAL CONSENSUS IS STILL EOR A MARKET ECONOMY, 

IMPORTANT SECTORS OF THE PSOE ARE AT BEST TENTATIVE, AND 
PERHAPS SHORT-TERM,SUPPORTERS OP THAT BASIC, FUNDAMENTAL 
CONCEPT. IN THIS REGARD, EXPANDED INVESTMENT GUARANTEE 
PROGRAMS FOR SPAIN MIGHT BE CONSIDERED. 

3. THE SECOND PRINCIPAL CURRENT NEED IS EOR OTHER 
EUROPEAN SOCIALISTS TO REINFORCE THE SPANISH SOCIALISTS IN 
THEIR CURRENT TENDENCY TO MODERATION REGARDING STRUCTURAL 
CHANGES IN THE ECONOMY AS DISTINCT PROM THE TYPE OP QUITE 
BASIC REPORMS IN THE TAX STRUCTURE, IN INTRODUCTION OF 
GREATER OPENNESS AND COMPETITIVENESS INTO THE ECONOMY AND 
IN INCREASES IN SOCIAL BENEFITS THAT ARE ALREADY UNDER WAY 
UNDER THE MONCLOA PACT TO WHICH ALL MAJOR PARTIES 
SUBSCRIBED. THESE REPORMS ARE POSITIVE AND ARE ENOUGH FOR 
THE SPANISH TO ABSORB ECONOMICALLY AND POLITICALLY EOR THE 
PRESENT. TO GO SUBSTANTIALLY BEYOND THEM IN THIS PERIOD 
WOULD BE TO ENDANGER PROSPECTS EOR THE EARLY RETURN OP 
CONPIDENCE THAT IS SO NECESSARY TO RETURNING DYNAMISM TO 
THE ECONOMY AND THUS TO RESTORING A REASONABLE GROWTH 
LEVEL AND CONTAINING OR REDUCING UNEMPLOYMENT. 

4. A THIRD PRINCIPAL CURRENT NEED IS THE MAINTENANCE OP 
OPEN MARKETS EOR SPANISH PRODUCTS. SPAIN MUST EXPORT TO 
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HAVE A HEALTHY ECONOMY AND ALSO, WE WOULD SAY,TO HAVE A 
HEALTHY DEMOCRACY. THUS THERE ARE STRONG POLICY REASONS 
EOR EUROPEANS, AS WELL AS OURSELVES, TO RESIST TEMPTATIONS 
TO RESTRICT SPANISH EXPORTS AS THE SPANISH ECONOMY BECOMES 
MORE COMPETITIVE, AS IT CERTAINLY WILL IP IT CONTINUES 
UNDER THE SOUND MANAGEMENT IT PRESENTLY ENJOYS. 

5. FOR THE LONGER TERM, SPAIN MAY ALSO NEED CONSIDERABLE 
CREDITS EOR, FOR INSTANCE, MODERNIZATION OP ITS MILITARY 
PORCES AND BASIC CAPITAL INFRASTRUCTURE, PARTICULARLY AS 
ECONOMIC GROWTH RESUMES WITH CONCOMITANT LIKELY RETURN 
OP PRESSURE ON THE BALANCE OF PAYMENTS PROM IMPORTS. 

EOR THE PRESENT THAT IS NOT A PROBLEM. THE TEXTBOOK 
STABILIZATION PROGRAM ENTERED INTO LAST AUTUMN HAS WORKED 
EXTRAORDINARILY WELL OVER THE SHORT TERM IN TERMS OP 
REDUCING INFLATION, SHARPLY IMPROVING THE CURRENT ACCOUNT, 
AND INCREASING RESERVES. IN VIEW OP THIS, AND OF WORLD 
PRIVATE BANKING LIQUIDITY, MORE CREDIT IS READILY AVAILABLE 
PROM THE INTERNATIONAL CAPITAL MARKETS NOW THAN SPAIN REALLY 
NEEDS IN THE SHORT TERM. BUT EXTERNAL DEBT IS RELATIVELY 

HIGH AT $13 TO $14 BILLION, GROWTH IS LOW AT AROUND 1 AND 
UNEMPLOYMENT IS ABOUT 6 AND RISING. THUS THE 
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PROSPECTIVE FUTURE NEEDS THAT HAVE BEEN DESCRIBED. THOSE 
EUTURE NEEDS WILL, OF COURSE, BE GREATER AND DIEEERENT, AND 
THE LONGER TERM POLITICAL CONSEQUENCES WILL BE SERIOUS, 

IE THE SPANISH GOVERNMENT DOES NOT STAY THE COURSE OVER THE 
NEXT COUPLE OE YEARS ON ITS STABILIZATION EEFORT TO THE 
POINT THAT CONEIDENCE WILL HAVE BEEN RESTORED AND THE 
GROUND PREPARED FOR ORDERLY, STRONG, COMPETITIVE, SUSTAINED 
GROWTH. THEREFORE, THE MESSAGE WITH REGARD TO THE LONGER 
TERM SHOULD BE THE IMPORTANCE OF MAINTAINING AND CONTINUING 
THE BASIC STABILIZATION EEFORT IN THE GENERAL TERMS AGREED 
EOR 1978 IN THE 1977 MONCLOA PACT, WITH ENCOURAGEMENT THAT 
CREDITS WILL BE AVAILABLE EOR LEGITIMATE NEEDS IE SUCH A 
SOUND POLICY EOUNDATION FOR THEM CONTINUES TO EXIST. 
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6. IN SUM, WE SEE THE INTEREST OE FRIEDRICH AND EHMKE IN 
SPAIN AND THE POSSIBILITY OF DIALOGUE WITH THEM AS 
POSITIVE. WE RECOMMEND THAT THEIR THINKING BE EOCUSSED 
ON (A) SPAIN'S NEED EOR DIRECT INVESTMENT, AND THE 
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CONFIDENTIAL SECTION 02 OE 02 MADRID 04641 

PARIS ALSO EOR OECD 

POSSIBILITY OP EXPANDED INVESTMENT GUARANTEE PROGRAMS, 
(B) THE DESIRABILITY OP REINFORCING THE PSOE IN ITS 
CURRENT MODERATION REGARDING ECONOMIC POLICY, (C) THE 
IMPORTANCE OP MAINTAINING AS OPEN MARKETS AS POSSIBLE EOR 
SPANISH EXPORTS, (D) THE IMPORTANCE OP SPAIN'S PERSEVERING 
IN ITS EXCELLENT STABILIZATION PROGRAM, AND (E) THE 
PROSPECTIVE LATER NEEDS EOR CREDITS FOR MILITARY AND 
ECONOMIC INPRASTRUCTURE NEEDS. STABLER 
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